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A m e r i c a n I n s t i t u t e of
C ertified P u b lic A c c o u n ta n t s

The Effect of an Internal Audit Function
on the Scope of the
Independent Auditor's Examination
( S u p e r s e d e s S t a t e m e n t on A u d i t in g S t a n d a r d s No. 1,
se c tio n 3 2 0 . 7 4 )

1. The work of internal auditors cannot be substituted for the
work of the independent auditor; however, the independent auditor
should consider the procedures, if any, performed by internal audi
tors in determining the nature, timing, and extent of his own audit
ing procedures. This Statement provides guidance on the factors
that affect an independent auditor’s consideration of the work of
internal auditors in an examination made in accordance with gener
ally accepted auditing standards.
2. Internal auditors often perform a number of services for man
agement, including, but not limited to, studying and evaluating
internal accounting control,1 reviewing operating practices to pro
mote increased efficiency and economy, and making special inquiries
at management’s direction. This Statement is applicable to the inde1 S ee SA S N o . 1, s e c tio n 3 2 0 .5 0 , fo r a n e x p la n a tio n o f th e tw o p h a s e s o f th e
s tu d y o f in te r n a l a c c o u n tin g c o n tr o l.
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pendent auditor's consideration, in making his study and evaluation
of internal accounting control, of the work performed by internal
auditors. T h e Statement applies whether the work performed b y
internal auditors is part of their normal duties or is performed at
the request of the independent auditor. It also applies to situations
in which internal auditors perform work directly for the independent auditor (see paragraph 1 0 ) .
3. W h e n internal auditors study and evaluate internal accounting
control or perform substantive tests of the details of transactions
and balances, they serve a special function. T h e y are not part of
internal accounting control in the same manner as would be an individual who verifies the mathematical accuracy of all invoices; instead, they act as a separate, higher level of control to determine that
the system is functioning effectively. This Statement is not applicable to personnel with the title "internal auditor" who do not perform such a function. Conversely, personnel with other titles who
perform such a function should be considered internal auditors for
purposes of this Statement.
4. T h e independent auditor should acquire an understanding of
the internal audit function as it relates to his study and evaluation
of internal accounting control. T h e work performed by internal
auditors may be a factor in determining the nature, timing, and extent of the independent auditor's procedures. I f the independent
auditor decides that the work performed by internal auditors may
have a bearing on his own procedures, he should consider the competence and objectivity of internal auditors and evaluate their work.

Reviewing the Competence and
Objectivity of Internal Auditors
5. Section 320.35 of SAS No. 1, regarding the role of client personnel who perform accounting and related work with respect to
accounting control, states in part:
Reasonable assurance that the objectives of accounting control are
achieved depends on the competence and integrity of personnel, the
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independence of their assigned functions, and their understanding of
the prescribed procedures.
6. W h e n considering the competence of internal auditors, the independent auditor should inquire about the qualifications of the internal audit staff, including, for example, consideration of the client's
practices for hiring, training, and supervising the internal audit staff.
7. W h e n considering the objectivity of internal auditors, the independent auditor should consider the organizational level to which
internal auditors report the results of their work and the organizational level to which they report administratively. This frequently
is an indication of the extent of their ability to act independently of
the individuals responsible for the functions being audited. One
method for judging internal auditors' objectivity is to review the
recommendations made in their reports.

Evaluating the Work of
Internal Auditors
8. In evaluating the work of internal auditors, the independent
auditor should examine, on a test basis, documentary evidence of
the work performed by internal auditors and should consider such
factors as whether the scope of the work is appropriate, audit programs are adequate, working papers adequately document work
performed, conclusions reached are appropriate in the circumstances, and any reports prepared are consistent with the results of
the work performed. T h e independent auditor should also perform
tests of some of the work of internal auditors. T h e extent of these
tests will vary depending on the circumstances, including the type
of transactions and their materiality. These tests may be accomplished by either ( a ) examining some of the transactions or balances
that internal auditors examined or ( b ) examining similar transactions or balances but not those actually examined by internal auditors. T h e independent auditor should compare the results of his tests
with the results of the internal auditors' work in reaching conclusions on that work.
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Arrangements With Internal
Auditors
9. W h e n the work of internal auditors is expected to be significant
to the independent auditor's study and evaluation of internal accounting control, the independent auditor should, at the outset of
the engagement, inform internal auditors of the reports and working
papers he will need. H e should also consult with internal auditors
concerning work they are performing, since work not yet completed
may also have a bearing on his examination. Also, work done b y
internal auditors will frequently be more useful to the independent
auditor if plans for the work are discussed in advance.

Using Internal Auditors to Provide Direct
Assistance to the Independent Auditor
10. T h e independent auditor may make use of internal auditors
to provide direct assistance in performing an examination in accordance with generally accepted auditing standards. Internal auditors may assist in performing substantive tests or tests of compliance.
W h e n the independent auditor makes such use of internal auditors,
he should consider their competence and objectivity and supervise
and test their work to the extent appropriate in the circumstances.

Judgments on Audit Matters
11. W h e n the independent auditor considers the work of internal auditors in determining the nature, timing, and extent of his
own audit procedures or when internal auditors provide direct assistance in the performance of his work, judgments as to the effectiveness of internal accounting control, sufficiency of tests performed, materiality of transactions, and other matters affecting his
report on the financial statements must be those of the independent
auditor.
The Statement entitled "The Effect of an Internal Audit Function on the
Scope of the Independent
Auditor's Examination" was adopted by the
assenting votes of nineteen members of the Committee.
Messrs.
Konkel
and Ziegler
dissented.
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Mr. Konkel dissents to the issuance of this Statement because he believes that paragraph 10 could imply that the work of an internal auditor could be used as virtually a complete substitute for the work of an
independent auditor's staff, without offering sufficient guidance as to
the effect of such use on the scope of the independent auditor's examination. Mr. Konkel believes that when an independent auditor has properly limited his scope by using the work of an internal auditor he is
relying on internal control rather than using their work as a substitute.
Mr. Ziegler dissents to the issuance of this Statement because he believes that it fails to provide substantive guidance as to the extent to
which the independent auditor may make use of work performed by the
internal auditor in determining the nature, timing, and extent of his own
auditing procedures. He believes that the Statement should provide
guidance as to when the work of the internal auditor might cease to be
a supplement to and become a substitute for the work of the independent auditor. He also believes that paragraph 10 does not provide sufficient guidance as to the extent to which and under what circumstances
the internal auditor may perform work directly for the independent
auditor and the degree to which the independent auditor may rely thereon.
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Note: Statements on Auditing Standards are issued by the Auditing
Standards Executive
Committee, the senior technical committee of the Institute
designated to issue pronouncements
on auditing matters. Rule 202 of the
Institute's Code of Professional Ethics requires adherence
to the applicable
generally accepted auditing standards promulgated by the Institute. It recognizes Statements on Auditing Standards as interpretations of generally accepted auditing standards, and requires that members be prepared to justify
departures from such
Statements.

